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Appendix A: Glossary of Terms

Capacity factor: The ratio of the net electricity generated, for the time considered, to the energy
that could have been generated at continuous full-power operation during the same period.

Commercial Customer: Any non-residential customer who receives electric service below
12,470 volts. Examples of commercial customers include retail stores, restaurants, doctors’
officers, houses of worship, and office buildings.

Congestion: The situation that exists when requests for power transfers across a Transmission
Facility element or set of elements, when netted, exceed the transfer capability of such
elements.

Cost of Service (COS): Studies designed to show how much classes of customers should pay for
the cost they impose on the system for the use of electricity and other services offered by the
utility.

Demand: The rate at which electric energy is delivered to or by a system at a given instant, or
averaged over a designated period, usually expressed in kilowatt (kW) or megawatt (MW).

Electric Reliability Council of Texas (ERCOT): The independent system operator responsible for
ensuring reliable and safe provision of electricity to approximately 90% of consumers in Texas.
In a geographic sense, ERCOT also refers to the area served by electric utilities, municipally
owned utilities, and electric cooperatives that are not synchronously interconnected with
electric utilities outside the state of Texas.

Electric Utility: A person or river authority that owns or operates for compensation in Texas
equipment or facilities to produce, generate, transmit, distribute, sell, or furnish electricity. This
legal definition does not include municipally owned utilities, like Austin Energy.

Generation: Assets, activities, and processes necessary and related to the production of
electricity.

Industrial Customer: Any non-residential customer who receives electric service above 12,470
volts. Examples of industrial customers include factories or manufacturing plants and typically
have the highest demand for electricity.

Investor Owned Utility (I0U): Electric utility owned by stockholders who may or may not be
customers. The 10U is a for-profit enterprise allowed to earn a pre-established rate of return for

its shareholders and regulated by state public utility commissions.

Kilowatt (kW): A measure of electrical power equal to 1,000 watts.
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Kilowatt hour (kWh): A quantitative measure of electric current flow equivalent to one
thousand watts being used continuously for a period of one hour; the unit most commonly used
to measure electrical energy, as opposed to kW, which is simply a measure of available power.

Line Losses: Difference between energy input into the Transmission Grid and the energy taken
out of the Transmission Grid.

Load: a) the amount of energy used per hour or kWh, or b) a term describing a group of
consumers of electricity

Load Serving Entities (LSEs): An Entity that buys energy from the ERCOT wholesale market and
sells it to end-use customers or wholesale customers. LSEs include Competitive Retailers and
municipally owned utilities that serve Load.

Load Size: the amount of energy used per hour or kWh.

Municipally Owned Utility (MOU): Any utility owned, operated, and controlled by a
municipality or by a non-profit corporation whose directors are appointed by one or more
municipalities. Austin Energy is a municipally owned utility.

Megawatt (MW): The electrical unit of power that equals 1 million watts (1,000 kW).

Megawatt hour (MWAh): A quantitative measure of electric current flow equivalent to one
million watts being used continuously for a period of one hour.

Nodal Market: The current market design for the ERCOT wholesale market is called the Nodal
Market. In the nodal market, the electric grid consists of more than 4,000 nodes at which the
energy supplied and demanded is measured at least once every five minutes. These nodes serve
as the primary inputs for determining the price for electricity in the ERCOT region. ERCOT shifted
to the Nodal Market in December 2010 after discontinuing the Zonal Market.

Peak Load or Peak Demand: Highest need of the system experienced during a given 15-minute
interval.

Plant-in-Service: Assets currently in use by the utility.

Public Utility Commission of Texas (PUCT): Formed in 1975 by the Texas Legislature as a rate
regulatory body. The PUCT now, since deregulation, oversees electric, telecommunications, and
water companies to ensure Texas consumers have access to competitive utility services. The
PUCT oversees competition in the wholesale and retail electricity and telecommunications
markets, and regulates rates and services of certain non-competitive electric utilities, local
exchange companies, and retail and wholesale water utilities.

Rate: A compensation, tariff, charge, fare, toll, rental, or classification that is directly or

indirectly demanded, charged, or collected by an electric utility for a service, product, or
commodity.
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Rate Design: After the cost-of-service process is complete, the review process turns to rate
design in which rate structures and rates, or prices, are determined. Rates must be set to
recover the utility’s full revenue requirement.

Residential Customer: A customer who receives electric service for domestic purposes for such
needs as heating, cooling, cooking, lighting, and small appliances. Examples of residential
dwellings are single family homes, apartment units, and mobile homes.

Revenue Requirement: The amount of annual revenues needed by a utility to pay all annual
expenses, including debt obligations and rate of return needs.

Tariff: The schedule of a utility, municipally owned utility, or electric cooperative containing all
rates and charges stated separately by type of service, the rules and regulations of the utility,
and any contracts that affect rates, charges terms, or conditions of service.

Transmission and/or Distribution Service Provider (TDSP): An Entity that is a Transmission
Service Provider, a Distribution Service Provider, or both, or an Entity that has been selected to
own and operate Transmission Facilities and has a PUCT approved code of conduct.

Transmission Service: Service that allows a transmission service customer to use the
transmission and distribution facilities of electric utilities, electric cooperatives, and municipally
owned utilities to efficiently and economically utilize production resources to reliably serve its
load and to deliver power to another transmission service customer.

Wholesale: The sale of any commodity to a party who intends to resell that commodity to other
parties is referred to as a wholesale transaction.

Wholesale Competition: Wholesale competition is a market structure in which retail companies
have a choice of two or more suppliers from whom they can purchase the commaodities that
they resell to their customers.

Zonal Market: In the zonal market, the electric grid was divided into Congestion Management
Zones, which were defined by Commercially Significant Constraints. Several limitations were
identified with the zonal market such as: insufficient price transparency, resources are grouped
by portfolio, and the indirect assignment of local congestion. ERCOT discontinued the Zonal
Market in December 2010 and shifted to the Nodal Market.
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Austin Energy’s Rate Design Philosophy

Introduction

All utilities are guided by their strategic objectives when designing and setting rates
and those objectives provide a framework for developing the utility’s rate design
philosophy. White Paper #1 included among other topics an overview of Austin
Energy (“AE”) and its Strategic Plan and introduced the concept of aligning AE’s rate
structures with the utility’s policies and strategic objectives. This white paper
provides further detail on AE’s strategic objectives, describes how those objectives are
related to rate design, and outlines AE’s rate design philosophy. This document serves
as a guide for redesigning electric rates during the rate review process. A one-page
summary of AE’s guidelines for redesigning electric rates is also available as a
resource document for members of the Rate Review Public Involvement Committee
(“PIC™) and the general public.

Austin Energy’s Strategic Objectives

Austin Energy is governed by the Austin City Council (“Council” or “City Council”)
on all business and strategic matters. Council determines the strategic direction of the
utility given input from utility management and the community.

Mission Statement

Austin Energy’s strategic objectives are summarized by its mission statement and
further outlined in its Strategic Plan.

Austin Energy Mission Statement: To deliver clean, affordable, reliable energy
and excellent customer service.

In support of its mission, AE has implemented new programs, added services, and
invested in new assets that contribute to the utility’s goals and objectives.

Austin Energy has taken many actions over the past decade that are tied to the
foundational principles of AE’s mission statement. A description of each of those
principles is provided below with examples of major initiatives of the utility to
demonstrate how AE is guided by its mission statement and strategic objectives.

Affordable Energy — Austin Energy recognizes that it must assure that the cost of
electric service remains affordable for all customers. Austin Energy has a history of
providing electricity to customers at some of the lowest prices in Texas while
providing incentives to lower energy consumption and improve the energy efficiency
of homes and buildings, further lowering electric bills. Through initiatives such as
power generation mix diversification and promoting energy efficiency and
conservation, electricity has remained affordable for AE customers.
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Example Initiatives:

Resource Diversity — Austin Energy has built a diverse portfolio of power
generation resources to reduce cost risks associated with each type of energy
resource. Austin Energy currently generates electricity from a mix of coal,
natural gas, nuclear, and renewable resources including wind and biogas.

Fuel Hedging Program — Natural gas price volatility is one of the greatest cost
risks for an electric utility. Austin Energy manages a fuel hedging program to
help manage short-term price volatility and limit the impact to customer bills
caused by natural gas price swings.

Money-Saving Energy Efficiency and Conservation Programs — Austin Energy
manages a comprehensive set of energy efficiency and conservation programs
for residential and commercial customers that includes rebates and loans for
home and building energy improvements and incentives for improved
management of energy usage. Such improvements reduce the amount of energy
needed to provide the same level of service, thus lowering electric bills. This
also helps the utility avoid the high capital cost of new power plants, keeping
costs low for all customers.

Customer Assistance Program — Austin Energy manages a comprehensive
Customer Assistance Program to help customers on low and/or fixed incomes
manage their overall utility costs. Services offered through this program include
utility bill discounts, emergency bill payment assistance, and free home energy
improvements for income-eligible customers.

Reliable Energy — Austin Energy recognizes that customers need and expect reliable

electri
its exi
evolvi
reliabi

c service (i.e. keeping the lights on). Austin Energy is continually reinvesting in
sting infrastructure and making new investments in the electric system to meet
ng customer needs. Austin Energy ranks at the top of utilities in measures of
lity. Maintaining a highly reliable system has also minimized the cost of lost

productivity associated with power outages, contributing to the affordability objective
for customers.

Example Initiatives:

System Investment — Austin Energy maintains an electric system that includes
more than 10,000 miles of power lines, 67 substations, 77,000 transformers and
145,000 power poles. Austin Energy continuously upgrades its electric system
to maintain the highest level of system reliability.

Smart Grid/Advanced Metering Infrastructure — Austin Energy began building
its smart grid system in 2003 and its service territory is now completely served
by advanced meters. This advanced system will improve system security, allow
for greater system control by the utility and its customers, lower the number and
length of outages, and provide new opportunities for customer management of
energy use and new electricity pricing models.

Outage Management — Austin Energy system reliability outperforms industry
standards, which means that the number and average duration of power in
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Austin is less than industry averages. Austin Energy linemen are always on
standby with loaded vehicles, ready to respond to power outages 24/7.

= Tree Trimming Program — An important contributor to excellent system
reliability is tree trimming, since trees are the number one cause of outages
during storms. Austin Energy trimmed 480 miles of trees in Fiscal Year 2009.

Excellent Customer Service — Austin Energy strives to provide excellent customer
service by handling all service requests and inquiries efficiently and satisfactorily and
developing programs that bring excellent value to all of our diverse customer types.
Austin Energy’s Customer Care business unit manages the City of Austin call center, a
Key Accounts group, and programs to assist low-income and other disadvantaged
customers.

Example Initiatives:

® Payment Simplicity — City of Austin utility customers can go online to review
monthly electricity usage and manage their utility account. Customers may pay
their bill through multiple methods and walk up locations.

®  Customer Support — Austin Energy manages the Austin 3-1-1 call center which
is the 24/7 primary call center for City of Austin services and the Office of
Homeland Security and Emergency Management. In 2009 the call center
handled more than a million calls and issued over 170,000 service requests.
Austin Energy also manages a Key Accounts group to provide additional
customer assistance to large commercial and industrial customers who have
unique power quality and reliability needs.

® Levelized Billing and Payment Plans — Levelized billing allows customers to
pay the same utility bill amount each month by averaging payments based on
historical information and adjusting each year for any changes in consumption
amounts. Customers also have the opportunity to set up payment plans to help
manage bill payments.

" Community Investment — As a community-owned electric utility, the portion of
revenues that would otherwise be distributed as profits to stockholders around
the state, the country, or the world are invested back in the community to help
pay for public safety, parks, libraries, and other community services. This helps
reduce fees and taxes needed to fund city operations.

Clean Energy — Austin Energy recognizes that it has a responsibility to provide clean
energy to its customers and protect our natural environment. Austin Energy offers a
renewable energy pricing option to its customers through its GreenChoice® program,
provides rebates to customers who make home and building energy improvements and
install solar photovoltaic systems, and continues to add new renewable energy
resources to its power generation mix.

188



App B

Example Initiatives:

= GreenChoice® Program — Austin Energy manages the nation's most successful
utility-sponsored voluntary green pricing program in terms of total sales of
renewable energy to program participants.

= Energy Efficiency and Conservation Programs — Between 1982 and 2007, AE’s
energy efficiency and conservation programs offset the equivalent of a 700 MW
power plant, providing environmental benefits to local and regional
communities. That is enough electricity to power 400,000 homes and is the
least expensive and cleanest way to meet electric demand from a growing
population and continued economic development. Austin Energy has a goal to
offset the need for a 800 MW power plant by 2020 from the baseline year of
2007.

= Solar Incentives — Austin Energy offers rebates and loans for customers
installing solar photovoltaic systems as well as performance-based incentives
for commercial customers.

= [nvestment in Renewable Resources — Austin Energy currently generates about
10 percent of its energy from renewable resources with over 400 megawatts
(MW) of wind capacity and about 12 MW of biogas capacity. Austin Energy is
currently under agreement to purchase power from a 30 MW solar plant
beginning in 2011 and a 100 MW biomass plant beginning in 2012. Austin
Energy has the long-term objective of 35 percent renewable generation by 2020.

® Environmental Initiatives — Austin Energy has developed strategies and
initiatives to reduce power plant emissions such as carbon dioxide (CO,),
nitrous oxides (NOx), and sulfur dioxide (SO) by installing pollution control
equipment at its power plants and designing operational strategies to reduce
emissions. An example pollution strategy is the current installation of SO,
scrubbers at the Fayette Power Project which will reduce SO, emissions from
our only coal-fired power plant by 95 percent.

Strategic Plan

In addition to the principles articulated in AE’s mission statement, AE adopted its
Strategic Plan in 2003 (with updates as recent as 2010) which established a series of
strategic objectives to help AE prepare for the future by reducing financial risk,
providing excellent customer service, and acknowledging environmental issues and
the need for energy efficiency and renewable energy programs. Austin Energy’s latest
update to its Strategic Plan can be accessed at:

http://www.austinenergy.com/About%20Us/Newsroom/Strategic%20Plan/strategicPlan.pdf

In 2007, the Council adopted the Austin Climate Protection Plan, an aggressive
community-wide plan to address global warming which included carbon reduction
goals for the utility. These goals complement the Strategic Plan’s objectives of
preparing the utility to meet future needs and demands while considering financial
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risks associated with potential regulation of greenhouse gases. In 2010, AE released
its Resource, Generation, and Climate Protection Plan to 2020 (“Resource Plan”)
which serves as a resource planning tool that brings together demand and energy
management options over a planning horizon. The Resource Plan establishes clean
energy goals, commits to continuing to provide affordable electricity to customers, and
continues to stress the electricity reliability and improved customer service targets set
forth in the Strategic Plan. Details on AE’s Resource Plan can be accessed at:

http://www.austinenergy.com/About%20Us/Environmental%?20Initiatives/climateProtecti
onPlan/index.htm

Austin Energy’s key strategic objectives and most recent targets for each objective are
summarized below.

e Risk Management:
o0 Maintain financial integrity
0 Reduce CO; by 20 percent below 2005 level by 2020
e Excellent Customer Service:
o0 Create and sustain economic development
O Improve customer satisfaction
0 Improve employee satisfaction
0 Provide exceptional system reliability
e Energy Resources:
0 800 MW of energy efficiency by 2020
o0 35 percent of energy from renewable resources by 2020
0 200 MW of installed solar generation by 2020
o 1,000 MW of wind by 2020

Alignment of Rate Structures with Strategic Objectives

As demonstrated above, AE’s programs and investments are guided by its mission
statement and Strategic Plan. A key challenge of this rate review is to achieve an
outcome that will help promote and achieve AE’s mission and Strategic Plan while
ensuring long-term financial stability for the utility. For AE to successfully continue
achieving these multiple objectives, new rate structures and rates are needed that
support these objectives. Achieving the goal of 800 MW of energy efficiency is one
example. Austin Energy’s residential and commercial rate structures must be
designed to encourage customers to conserve energy and make investments in energy
efficiency improvements. If this rate review is not successful in establishing a rate
design that promotes AE’s strategic objectives, the utility will face a greater challenge
to maintain financial stability and achieve its goals. Therefore, additional revisions to
AE’s rate structures will be required in the future.
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Austin Energy’s Rate Design Principles

In order to help facilitate discussion at PIC meetings and among the general public,
AE has developed a set of rate design principles in alignment with AE’s strategic
objectives and specific to the rate review process:

1. Rates should be in alignment with AE’s strategic objectives.

2. Ratemaking should be founded on economic standards common to the electric

utility industry.

3. Rates should be fair between customer classes.
Rates should ensure the long-run financial strength of the utility.
Rate structures should provide incentives for energy conservation, promote the
efficient use of resources, and encourage consumer investment in energy
efficiency.
Rates should maintain the affordability of electricity.
Provide a discount to low-income customers.
Rates should be as simple and understandable as practical.
The rate review process should be transparent, including public involvement.
10 The rate review process must adhere to laws and regulations.

S o
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In essence, these principles compose AE’s rate design philosophy. These rate design
principles serve as a framework for redesigning electric rates during the rate review
process and will be referenced in future white papers and presentations to demonstrate
consistency between AE’s proposed rate structure changes and its strategic objectives.

The ten guiding rate design principles are illustrated in Figure 1. The graphic is
designed to illustrate that AE believes that rate design must be founded on economic
principles such as cost of service while moving in line with the utility’s strategic
direction. All principles illustrated between those two core foundational principles are
grounded in industry ratemaking best practices and representative of local community
values.
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Figure 1
Austin Energy’s Rate Design Principles
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Austin Energy’s 10 rate design principles are described in more detail below.

1. Rates should be in alignment with the Austin Energy’s strategic objectives.

The rates designed during AE’s current rate review process must compliment AE’s
policies, goals, and strategic objectives. Rate structures in misalignment with the
utility’s strategic objectives can adversely impact initiatives taken by the utility to
achieve those objectives and ultimately harm the overall financial stability of the
utility. Additionally, misalignment between rates and strategic objectives may send
contradictory or confusing pricing signals to customers or negate incentives provided
by the utility to support energy efficiency and conservation, clean energy technologies,
and other emerging technologies the utility supports.

This objective must be considered throughout the ratemaking process and in all
aspects of AE’s rate design philosophy. Austin Energy will take the following actions
to meet this objective:

= Develop rates that will allow AE to successfully continue to provide clean,
affordable, reliable energy and excellent customer service;

= Develop rates that support the financial strength and integrity of the utility; and
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= Develop rates that promote the efficient use of resources and conservation of
energy.

2. Ratemaking should be founded on economic standards common to the electric
utility industry.

This objective provides the foundation of AE’s rate design philosophy and is the core
principle of effective ratemaking. The economic standards of ratemaking include cost
of service analysis as a basic standard of fairness and reasonableness, avoidance of
undue discrimination, effectiveness in yielding total revenue requirements, revenue
stability, consideration of value of service, offering competitive prices, considerations
of the impact of rate structures on consumer behavior and efficient use of resources,
and a fair rate of return. These ratemaking principles are captured and enumerated in
the writings of industry thought leaders such as Alfred Kahn and James Bonbright and
have been applied to the ratemaking practice for over 35 years.

Rates should be designed, to the degree practical, to reflect the actual cost of providing
services to different customer types while promoting the efficient use of resources.
Electric utilities are entrusted with a significant portion of the world’s natural
resources and are thus obligated to support the efficient utilization of those resources.
As well, AE is entrusted with the financial capital of the community and is obligated
to utilize those financial resources efficiently. Rates should be designed to provide the
appropriate pricing signals for customers and promote the efficient use of utility assets
and natural resources.

Austin Energy will take the following actions to meet this objective:
® Follow ratemaking best practices and industry standards;
® Set rates at levels that ensure revenue stability;
® Establish customer classes based on similar cost of service characteristics;

® Prepare an unbundled cost of service analysis that identifies the key cost
elements of serving each class of service; and

® Design rates that are in alignment with cost of service results and minimize
subsidizations that are contrary to promoting efficient use of resources.

3. Rates should be fair between customer classes.

While the concept of fairness is subject to interpretation, a cost of service analysis
provides the basis for developing fair and equitable rates among different customer
types and customer classes. Deviations from the strict cost of service results may be
deemed necessary to support the strategic objectives of the utility and values and
needs of the community. When deviating from strict cost of service, the concept of
fairness should be applied to determine how best to distribute those costs among
customers.

Austin Energy will take the following actions to meet this objective:
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® Prepare an unbundled cost of service analysis that identifies the key cost
components necessary to serve each customer type;

® Gather feedback from the community and identify community objectives and
needs which may not be cost-based; and

® Design rates in alignment with cost of service results and in consideration of
community objectives and needs.

4. Rates should ensure the long-term financial strength of the utility.

Of upmost importance is the development of rates that ensure AE’s long-term
financial strength. Without financial stability, the utility could face severe financial
consequences, including the inability to meet its strategic objectives and targets.

Austin Energy’s load growth has declined in recent years in part due to the recent
economic downturn and in part due to reduced energy consumption as a desired result
of the successful implementation of demand-side management programs that support
energy efficiency and conservation. However, declining load growth necessitates that
revenue recovery be achieved at a reduced level of sales, requiring a cost recovery
structure that more adequately captures fixed costs incurred by the utility.

Austin Energy will take the following actions to meet this objective:
® Setrates at levels that fully recover the utility’s revenue requirements;

® Provide pricing signals to customers that promote consumption patterns that
support system efficiency and lower costs;

" Design rates that improve fixed cost recovery, reducing dependency on energy
usage levels; and

" Design rates that pass highly variable cost components (such as fuel) on to
customers through the application and use of rate adjustment mechanisms.

5. Rate structures should provide incentives for energy conservation, promote the
efficient use of resources, and encourage consumer investment in energy
efficiency.

Austin Energy’s Strategic Plan emphasizes demand-side management strategies as
cost control mechanisms for the utility and its customers. Austin Energy has made
significant investments in energy efficiency over the past several decades. Energy
efficiency and conservation programs provide additional environmental benefits to the
community. Rate structures can be developed that promote energy conservation and
consumption patterns that promote the efficient use of resources by sending pricing
signals to customers, particularly those customers with high consumption and/or
inefficient consumption patterns. To encourage conservation, rates may be structured
in blocks where the cost of power increases as consumption rises, a pricing structure
known as tiered rate structures or inclining block rates. Additionally, demand charges
and time-of-use pricing structures can be considered as long-term objectives to
provide pricing signals to shift consumption to times when it costs less to produce and
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deliver the electricity. Such rate structures empower customers to better manage their
energy consumption and potentially lower their electric bills.

However, such rate structures tend to reduce overall system load growth and can
increase volatility of the revenue stream. In order to lessen the negative impacts of
growth decline, AE must recover a greater portion of its fixed costs through fixed
charges. This is in alignment with the objective of preserving the financial strength
and integrity of the utility.

Austin Energy will take the following actions to meet this objective:

® Consider tiered rate structures that promote energy conservation and efficient
use of resources;

® Ensure adequate cost recovery based on analysis of expected energy
consumption changes influenced by new rate structures and improvements in
fixed cost recovery mechanisms; and

® Consider new rate structures and future rate development strategies that
empower customers to better manage their energy usage and provide improved
pricing signals.

6. Rates should maintain the affordability of electricity.

Austin Energy’s recognizes the need to maintain the affordability of electricity for all
customers. However, this objective may at times be in conflict with the need to raise
rates to meet rising costs. Given these economic realities and AE’s strategic
objectives, affordability can best be achieved by phasing-in rate structure changes that
promote the most efficient use of resources in the long-term. By promoting energy
conservation and energy efficiency improvements, electricity bills can remain low
even when rates increase.

Austin Energy will take the following actions to meet this objective:

® Continue to aggressively control costs. Austin Energy will continually evaluate
the efficiency of its operations and assets to keep its costs as low as possible;

® Continue to aggressively promote energy efficiency and conservation through
existing programs by developing new programs and rate structures in
accordance with this strategic objective; and

® Continue to provide discounts and other forms of assistance for low-income and
other disadvantaged customers.

7. Provide a discount to low-income customers.

Austin Energy is owned by the community it serves and thus its policies and programs
reflect the values and social concerns of that community. Austin Energy recognizes
its obligation to provide electric service to all members of the community, including
low-income customers and other disadvantaged customers. Austin Energy has
historically offered discounted rates and other forms of assistance to income-eligible
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customers. It is important that these policies continue with the development of new
rate structures and that new opportunities for enhancing those services be explored.

Austin Energy will take the following actions to meet this objective:

® Continue to offer discounts and other forms of assistance to low-income and
other disadvantaged customers;

® Continue to support programs that improve the efficiency of homes of low-
income customers and other disadvantaged customers; and

® Continue to provide bill payment and management assistance programs to help
low-income customers and other disadvantaged customers budget and pay their
bills.

8. Rates should be as simple and understandable as practical.

To be effective in achieving underlying objectives, rates and pricing signals,
communicated through a customer’s electricity bill or other communication
mechanisms, must be understandable for all customers. Additionally, effective
ratemaking should send pricing signals that enable customers to respond in an
intended manner. If rates are overly complex, it is difficult for customers to
understand the relationship between energy usage and cost and how their energy
consumption behaviors influence that relationship. Additionally, customer bills
should be comparable with those of other electric utilities so that the utility and
customers can make comparisons.

The objective of simplicity and understandability is becoming more difficult to
achieve as the regulatory environment in which AE operates becomes increasingly
complex. Regulatory policies in Texas have led to new costs and charges that must be
passed on to customers. Additionally, an increasing number of customer choices in
the competitive retail markets, interest in emerging technologies such as distributed
renewable generation and electric vehicles, and time-of-use pricing and other dynamic
pricing options can add an additional level of complexity to customer bills.

Austin Energy will take the following actions to meet this objective:
" Design rates that are practical, useful, and valuable;

® Design rates using a public process that is open and transparent so that
customers have the opportunity to evaluate new rate structures; and

® Vet new and potentially complex rate structures in a public process and, when
appropriate, implement pilot programs to evaluate the potential impacts of
potentially complex rate structures.

9. The rate review process should be transparent, including public involvement.

Austin Energy is committed to disclosing information relevant to the rate review
process and soliciting feedback from the community throughout the process. For this
reason, AE has developed an extensive public involvement process involving all of the
diverse customer types the utility serves. This process will be conducted in a
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transparent manner. This objective of transparency will help ensure that rates are
designed fairly and in accordance with the objectives and needs of the community.

Austin Energy will take the following actions to meet this objective:

® Establish a public involvement process during and following the rate review
study period to solicit feedback on any proposed changes to rate levels and rate
structures;

® Establish a public involvement committee comprised of representatives of all
customer types and interest groups to provide a forum for dialogue on rate
issues and solicit feedback from those representatives;

® Maintain openness and transparency during the process including the release of
rate review information and study results to the general public; and

® Establish public proceedings before the Electric Utility Commission and the
City Council to review any proposed changes to rate levels and rate structures.

10. The rate review process must adhere to laws and regulations.

From a cost of service and rate setting perspective, AE must comply with the laws and
regulations set by its governing bodies and regulatory entities as well as contractual
obligations and financial covenants. Austin Energy must meet the requirements set
forth in bond covenants related to reserve funding levels and debt service coverage.
Another significant legal financial obligation is AE’s General Fund Transfer which is
set by covenant.

Austin Energy is governed by the Austin City Council in the setting of rates and the
Council must ultimately approve any changes to electric rates. Additionally, AE’s
transmission function is regulated by the Public Utility Commission of Texas
(“PUCT”). The PUCT also sets forth specific guidelines with respect to cost
accounting standards (use of an accounting “chart of accounts” as prescribed by the
Federal Energy Regulatory Commission (“FERC”)) and revenue requirement
determination. Austin Energy intends to ensure its ratemaking process and final
approved rates are consistent with requirements of the PUCT.

Austin Energy will take the following actions to meet this objective:

® Conduct public proceedings at the Electric Utility Commission and the Austin
City Council prior to approval of any proposed changes to rate levels or rate
structures;

® Establish a revenue requirement and design rates that meet the financial policies
of AE including all legal commitments and obligations to creditors and the City
of Austin; and

® Follow the standards, guidelines, and requirements of the PUCT and FERC
guidelines for cost accounting.
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Challenges and Opportunities

Austin Energy faces the overarching challenge of designing new rates that allow the
utility to continue to provide clean, affordable, reliable energy and excellent customer
service. Austin Energy must ensure its continued financial strength by updating its
outdated rate structures in alignment with its strategic objectives. This will be
accomplished by following the rate design principles outlined above. While AE
recognizes that it faces many challenges during the rate review, it also recognizes that
this rate review provides an opportunity for AE to maintain its role as a leader in the
local community and the electric utility industry.

This rate review provides an opportunity for AE to leverage its previous investments
and complementary strategic initiatives, some of which were outlined in the discussion
of AE’s strategic objectives above. Major initiatives to be leveraged during this rate
review include investment in energy efficiency and conservation, investment in AE’s
advanced metering infrastructure and development of a smart grid system, AE’s Green
Building Program and expected future building code changes, promotion of vehicle
electrification, investment and promotion in solar photovoltaic systems on rooftops,
and the various initiatives of the Pecan Street Project, to name a few. Promoting these
initiatives will help AE achieve its strategic objectives and meet its goal as a
community and industry leader.

Austin Energy recognizes the following opportunities presented by this rate review
process that can be achieved by following AE’s rate design philosophy.

= Ensure AE’s continued financial strength and integrity. Rates will be
designed to ensure the continued financial strength and integrity of the utility is
maintained.

= Align customer costs with rates. The detailed cost of service study results will
provide information on how costs are incurred by each customer class and the
component of these costs so that AE can redesign rates that are as close to true
cost of service as practical given other social objectives.

= Design rates in a manner that reflects the way AE incurs costs. Austin
Energy plans to use this opportunity to more closely align its rate structure to
reflect the way it incurs costs. In Fiscal Year 09, fixed revenue represented 21
percent of total revenue, while 57 percent of the utility’s costs were fixed.
During the rate design process AE will look at options to increase collection of
fixed revenue such as adjusting the monthly customer charge or demand charge
to increase the proportion of total revenue charges that are fixed.

= Continue to promote energy efficiency and conservation. Austin Energy’s
rate structure will be designed to continue to support energy efficiency and
conservation. Inclining block rates and expanded use of demand charges and
time-of-use pricing will be considered.

= Empower customers through pricing signals and new information. Austin
Energy will leverage investments in advanced technologies such as smart meters
and its new billing system capabilities to explore rate structures that provide
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customers with improved price signals and energy usage data. This will
empower customers to be more informed and subsequently have more control
over their utility bill and associated electricity costs.

Develop rates for new customer types. Austin Energy will consider
implementing new rates for emerging customer types such as owners of
distributed solar generation and/or electric vehicle owners. This supports
emerging technologies that AE has made prior investments in promoting.

Target low-income customer assistance provisions. Austin Energy will use
this opportunity to review its Customer Assistance Program and the provision of
discounts for low-income and other disadvantaged customers.

B-18
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EXECUTIVE SUMMARY

Some of the changes to the rate design resulting from the 2011 Rate Study had a significant
impact on certain Secondary Voltage Greater than or Equal to 10 kW but Less than 50 kW (S2)
customers’ monthly electric bills. To better understand the cause of these bill impacts and the
appropriateness of the current S2 rate design, Austin Energy (AE) retained NewGen Strategies
& Solutions (NewGen) to examine the change in S2 customers’ electric bills since the October
1, 2012 implementation of new rates. Specifically, NewGen has analyzed the historical usage
characteristics of S2 customers to determine if the allocation of costs in the 2011 Rate Study
was appropriate; examined historical S2 customer bill impacts with specific attention to the
introduction of a demand charge to customers with monthly maximum demands between
10 kW and less than 20 kW; and compared the S2 rate structure with the rate structures of
other utilities in Texas and across the country, all with the goal of determining if the current
S2 rate structure is equitable and appropriate.

Rate Design Objectives

The S2 rate structure, along with other AE retail rates were designed to meet specific
objectives that align with AE’s long run business objectives. These business objectives, among
other things, promote the environmentally responsible and efficient use of energy. Under this
business paradigm, AE is incentivizing customers to use less energy. An effective rate
structures is designed with the intention of supporting these objectives. Recognizing the rate
design implications identified in the 2011 Rate Study, the following rate design objectives were
established:

1. Ensuring the long-term financial strength of the utility by setting rates that meet AE’s
revenue requirement and achieve sustained revenue stability;

2. Improving fixed cost recovery to align AE’s rate structure more closely to its cost of
serving its customers;

3. Aligning rates with AE’s Strategic Plan by designing rates that encourage efficient
energy use and meet changing customer needs by supporting technologies like solar
electricity generation and electric vehicles; and

4. Updating rates and rate structures to distribute costs fairly among customer classes
and encourages efficient energy use.

Commercial Class Rate Design

With the above rate design objectives in mind, AE reviewed historical customer class
designations and established the following three new commercial classes.

Class Criteria
S1 Secondary Service 0<10kwW
S2 Secondary Service 10 <50 kW
S3 Secondary Service 50 + kW

WIS Solutions
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Justification for these changes to commercial secondary voltage customer classes was as
follows:

B Customer usage characteristics indicated that customer monthly load factor, size
(measured in kW) and coincidence with the AE system peak varied significantly at usage
levels of less than 10 kW, equal to or greater than 10 kW but less than 50 kW, and 50 kW
or more. These changes resulted in cost of service differences between these three
groups of customers.

B PUCT regulation of Transmission and Distribution Utilities (TDUs) operating in the
deregulated retail markets in Texas made a rate design distinction at 10 kW, where
customers with maximum monthly demand of less than 10 kW did not have demand
charges and customers with maximum monthly demands of 10 kW or greater did have
demand charges. Given that AE’s rates may be reviewed by the PUCT, commission
precedent was an important consideration.

B Expanding the application of demand charges to smaller commercial customers
improved fixed cost recovery and encouraged these customers to reduce demand or
improve efficiency as measured by monthly load factor.

Alignment of $2 Class Rate Design with Cost of Service Results

NewGen reviewed the S2 rate design with the 2011 Rate Study cost of service results and found
the following.

B Rate design aligns with cost of service results. Cost of service principles dictate that
customer monthly load factor, rather than size (as measured in kW), is a primary
indicator of average cost. Load factor is defined as average load divided by peak load
over a predefined period, and is a measure of efficiency where a higher value (closer to
100 percent) is more efficient. Approximately 47 percent of S2 customers have average
monthly load factors of 30 percent or less. AE’s S2 rate structure is in alignment with
cost of service results and principles — more efficient high load factor customers have a
lower average rate than less efficient low load factor customers.

B Customer usage characteristics are different than those used in the 2011 Rate Study.
Recent customer usage characteristics for S2 customers differ from the class usage
characteristics used in the 2011 Rate Study. Differences pertain to customer size (as
measured in kW), monthly energy usage, monthly load factor, and seasonality of load.
Because these differences do not impact cost allocation in a uniform manner, the impact
of these differences on cost of service results pertaining to the S2 class are unknown
until an update of the cost of service analysis is completed.

Impact of Commercial Rate Design on $2 Customer Usage
Characteristics

Customers in the S2 commercial class have maximum demand in the months June through
September of between 10 kW and less than 50 kW. As a result of changes in rate design and
customer class designations, customers with maximum demand in the months June through
September of between 10 kW and less than 20 kW were introduced to a demand charge and,
if applicable, a power factor penalty charge for the first time. Given these changes, NewGen
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reviewed the impact on all customers in the S2 class using information provided to us by AE.
Based on our review of this information, we have reached the following conclusions:

B Pricing signals associated with the S2 rate structure appear to be accomplishing rate
design objectives as established in the 2011 Rate Study. AE’s S2 rate structure appears
to be lowering the class contribution to on-peak demand, promoting conservation and
efficiency, and improving AE’s fixed cost recovery.

B AF’s current power factor penalty threshold of 90 percent is reasonable compared to
its peers in the industry. Power factor penalty charges are uniformly applied
throughout the industry to recover the added cost associated with serving customers
with electric motors or other loads that reduce the efficient delivery of real power to
customers. These penalties are often assessed via the demand charge. From a cost of
service perspective, power factor penalty charges are an equitable means of recovering
costs directly from customers adding costs to the system.

B A relatively small number of S2 customers with low monthly load factors and poor
power factors have experienced large increases in their monthly power bills. Prior to
the creation of the S2 class, approximately 1,475 of the 7,442 customers now in the S2
class who have monthly demand between 10 kW and 20 kW, or about 20 percent of S2
customers currently paying power factor penalty charges, were in a non-demand rate
class and, therefore, were not subject to power factor penalty charges. These
customers experienced greater bill impacts as they were introduced to a demand charge
and a power factor penalty charge simultaneously when the S2 class was formed.

Customer Feedback

Based on our observation of S2 customer feedback as conducted by Creative Consumer
Research and direct phone conversations with two customers who have expressed concern
over the S2 rate to the Austin City Council, as discussed in Section 4 of this report, NewGen
reached the following conclusions:

B At the class level, there appears to be limited concern over the impact of the S2 rate
on customer finances. This is evidenced by the general difficulty in getting customers
to attend a customer feedback discussion on this issue.

B Some customers are reacting to the S2 pricing signals by considering investments in
energy efficiency or changes in energy use. Customers who did participate in the
feedback session did indicate that some customers are reacting to the S2 pricing signals
by considering investments in energy efficiency or changes in energy use. The focus
group conducted by Creative Consumer Research indicated most customers are
supportive of the goals of the demand rate structure, including charging customers that
cause additional cost more for service. These responses are in alignment with AE’s 2011
Rate Study objectives.

B  One customer that contacted Austin City Council felt the rate being charged to him
was unduly burdensome. NewGen attempted to survey select customers that had
contacted Austin City Council in order to gather direct feedback on S2 rate design bill
impacts. A total of six customers were called and two customers were surveyed. One
customer contacted felt the rate being charged to him was unduly burdensome. The
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customer’s monthly power bill has increased dramatically under the S2 rate structure
as this customer’s usage characteristics resulted in maximum demands of 33 kW, low
monthly load factors, and poor power factor as the business operation requires use of
a significant amount of motors. This customer might benefit from an energy audit to
identify cost-effective means to reduce their electric bills.

Concern over the S2 rate structure and the impact on customer bills appears to be
limited to a small group of customers with low load factors and poor power factors.

Benchmarking

Based on our benchmarking analyses, as discussed in Section 5 of this report, NewGen reached
the following conclusions:

For small commercial customers, there is no standard approach in determining
commercial class size. Customer class sizes range significantly between utilities. Of the
utilities benchmarked, the Texas utilities have customer classes that include customers
between 10 kW and 50 kW in the same rate class, consistent with the current S2 class.
In utilities benchmarked outside the state of Texas, a greater variation of small
commercial rate classes was identified; for example, Sacramento Power identifies rates
for customers with 10 kW to 20 kW monthly demand and a separate rate for customers
with 20 kW to 299 kW of monthly demand.

For small commercial customers, there is no standard rate design approach. Customer
class sizes, as measured in kW, range significantly between utilities. Most utilities, but
not all, have a small commercial class that does not have a demand charge. However,
two utilities in the benchmarking analysis (CPS Energy and Los Angeles Department of
Water and Power) have demand charges, or similar charges, applicable to all
commercial customers regardless of size.  Conversely, three utilities in the
benchmarking analysis (Bluebonnet Electric Cooperative, Pedernales Electric
Cooperative, and Reliant/CenterPoint) do not apply demand charges to any small
commercial customers.

For those utilities that do have demand or similar types of charges for these small
commercial customers, the demand charges are lower than AE’s in most cases. For
customers with maximum demands ranging from 10 kW to 20 kW, the benchmarking
results were similarly mixed. Of the eight utilities included in the benchmarking study,
five do not have a demand, or similar, charge and three do have a demand, or similar,
charge.

All things considered, AE’s current S2 rate structure impacts all customers in the class
(10 kW - 50 kW) in a similar manner as that of CPS Energy, Los Angeles Department of
Water and Power, and TXU/Oncor (as well as Sacramento Municipal Utility District for
some S2 customers). It is worth noting that CPS Energy has a rate mechanism in place
to shield low load factor customers from significant bill impacts, which is something that
does not currently exist in AE’s S2 rate structure.

If AE were to adopt a rate structure similar to most utilities included in this
benchmarking analysis, the most likely result would be a shift of costs from low load
factor customers to high load factor customers, contrary to the intent embedded in
the rate design adopted by the Austin City Council in 2012. Approximately, 47 percent
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of S2 customers have average monthly load factors of 30 percent or less and 53 percent
have monthly load factors of 30 percent or greater.

Alternate Rate Structures

Based on our review of hypothetical rate changes to the S2 customer class, as discussed in
Section 6 of this report, any rate change that reduces or eliminates the current S2 demand
charge will shift costs from low load factor customers to high load factor customers. Such a
shift would be contrary to cost of service principles and would not align with the rate design
objectives identified by AE in the 2011 Rate Study.

Further, simply adjusting the rate for customers in the 10 kW to 20 kW range of demands will
not necessarily assist “small, local” businesses, as some of these businesses exhibit much larger
demands in their operations. Thus, if an objective is to support the small, local business
community in Austin, altering the rate for customers in a narrow range of demands will be an
imprecise means to achieve this policy goal and many of the intended beneficiaries of such a
policy would not be assisted by this change. Other support, such as energy audits or efficiency
investment subsidies, could be more targeted to the intended recipients and, thus, would
likely achieve a much better outcome.

Recommendations

Based on our analyses, NewGen recommends AE update the detailed customer usage
information for the S2 class in AE’s next cost of service study to capture more accurately the
current cost of service implications for this class of customers based on changes to their usage
characteristics and additional data provided by the wider use of demand meters. AE should
also perform a detailed multi-year weather normalization study for the S2 class to clearly
understand the influence of the current rate structure on customer electricity consumption
patterns.

To the extent possible, AE should maintain current pricing signals as they reflect cost of service
results and customer reactions to these signals generally appear to be meeting the utility’s
rate design objectives. However, AE should consider options to minimize “rate shock” for low
load factor and poor power factor customers.

In the short term, for the S2 customer class, AE may consider temporarily rolling back the
power factor penalty charge from 90 percent to 85 percent until the next comprehensive rate
review. This adjustment would reduce power factor penalty revenues for customers in the S2
class by approximately 54 percent. Modifying the penalty to apply only to power factor of less
than 85 percent, consistent with AE’s former policy on power factor, is estimated to reduce
AE’s revenues by approximately $400,000 per year. It should be noted that AE would not
recover this lost revenue from other sources. It is important to note that this would not be a
change supported by cost of service principles but, rather, it would serve as a policy decision
to mitigate bill impacts for certain poor power factor customers. The largest impact of this
temporary measure would be experienced by the less than 200 customers that currently
experience an increase in their demand charges of 29 percent or greater.

In the long term, AE could consider modifications to the existing rate structure that would limit
the amount a low load factor and/or poor power factor customer would pay (on an average
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rate basis). A limit can be applied to the rate structure without undermining important
demand pricing signals embedded in the current rate structure and deviating from cost of
service results. Such a limit may result in a subsidy that must be borne by other customers in
the class; therefore, the size and breadth of the cap must meet AE policy objectives. This
strategy would minimize the amount of subsidy and target the subsidy more directly to low
load factor and poor power factor customers. Once such modifications are made, we
recommend that the power factor penalty charge for this class of customers be reinstated to
the same level as for other AE customer classes (if it was reduced as a short term mitigation
measure).

A comprehensive cost of service analysis should be conducted in advance of a long-term
strategy so that rate structure modifications properly consider the true cost of serving the
lowest load factor customers.

Cc-12
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Section 1
INTRODUCTION AND OVERVIEW

Introduction and Overview

At the request of Austin Energy (AE), NewGen Strategies and Solutions (NewGen) has
performed a review of AE’s retail rate structure applicable to commercial customers with
maximum demand in the months June through September of between 10 kilowatts (kW) and
less than 50 kW. These customers are served under AE’s Secondary Voltage Greater Than or
Equal to 10 kW but less than 50 kW (S2) rate schedule. Two separate schedules, with similar
rate structures but slightly different rates are applicable to customers inside and outside the
Austin City Limits. Hereinafter, within this report, these customers will be refer to as “S2”
customers.

On October 1, 2012, AE implemented retail rates as a result of a comprehensive rate study
that represented a detailed and in-depth review of AE costs, customer classes, and rate
structures (the “2011 Rate Study”). The 2011 Rate Study represented the first time AE had
examined its costs in such thorough detail in over 17 years. As a result of this effort, many
changes were made to AE customer class designations and rate structures. Some of these
changes had significant impact on certain S2 customers’ monthly utility bills. To better
understand the cause of these impacts and the appropriateness of the current S2 rate design,
AE retained NewGen to examine the change in S2 customers’ electric bills since the October 1,
2012 implementation of customer classes and rate designs. Specifically, NewGen has
performed the following analyses:

1. Examine historical usage characteristics of S2 customers over the period October 2011
through September 2014. Based on this review, determine if the allocation of costs in
the 2011 Rate Study was appropriate.

2. Examine historical S2 customer bill impacts with specific attention to the introduction
of a demand charge to customers with monthly maximum demands between 10 kW
and less than 20 kW. This examination includes a quantitative analysis where historical
bills are calculated and evaluated and a qualitative analysis where a sample of
commercial customers were interviewed regarding the current rate structure.

3. Compare the S2 rate structure with the rate structure of other utilities in Texas and
across the country. Based on this review:

a. Determine if the application of a demand charge for customers with maximum
monthly demands of 10 kW and greater is appropriate.

b. Determine if the current rate structure and rates are appropriate.
Our analyses are organized within the body of the Report as follows:

B Section 2 — Small Commercial Demand Rate Design History provides a brief summary of
the process, goals, and objectives, which led to the current S2 rate design.

B Section 3 — Secondary Service 10 <50 kW Rate Class describes the usage characteristics
of customers in this class and the applicable rate.
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B Section 4 — Customer Feedback describes information directly received from S2
customers.

B Section 5 — Rate Benchmarking describes the differences between the S2 rate structure
and the structures of other utilities serving similarly sized customers.

B Section 6 — Rate Structure Sensitivity examines the impact on existing S2 customers if
the current rate structure is changed.

B Section 7 — Recommendations provides NewGen’s assessment of the information
studied.

Based upon the information gathered in the conduct of the above analyses, NewGen has made
conclusions, as described in Sections 3 to 5, and recommendations as described in Section 7
of this report.
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SMALL COMMERCIAL DEMAND RATE DESIGN HISTORY

History

Prior to October 1, 2012, AE had not increased its base electric rates (which excludes the fuel
charge) since 1994. It had become apparent that the prior rate structures had become
outdated, as they no longer represented AE’s cost structure, no longer considered changes in
customer values and perceptions related to electricity consumption and did not reflect AE
business goals and objectives. Because of changes in costs, customer values and business
objectives, a comprehensive rate review was conducted. Of the many factors considered in
the 2011 Rate Study, two fundamental objectives had significant influence on rate design.
These two objectives were to improve AE’s fixed cost recovery and develop rates with strong
pricing signals that supported AE’s commitment to energy conservation and renewable
energy.

As stated in the 2011 Rate Study Report,

“AE’s electric sales has trended downward from average growth of 6 percent a year
between 1994 and 2000 to 1.8 percent from 2001 to 2009. The decline in the annual
growth rate is attributed to changing customer demographics, the current economic
downturn, and reduced customer consumption due to AE’s successful implementation
of energy efficiency programs and promotion of conservation, which have helped keep
rates stable for the last 17 years. Low load growth is anticipated well into the future.
Although load growth is expected to remain low, the costs of operating the utility
continue to rise at a steady rate, placing financial stress on the utility.

Additionally, the price of goods and services related to providing electric services has
increased since 1994, and the utility has added a number of new business functions
and expanded others. While AE customers have experienced the benefits of many
new services and programs for several years, the increased costs of these services have
been largely unaccounted for in the current rates. New programs and services that
have been added, in no particular order or representation of magnitude, include solar
rebates, the GreenChoice® renewable energy program, a new unit to coordinate AE
generation scheduling activities with the state grid operator, the key accounts
function, and a compliance program needed to meet federal grid reliability
requirements, among others. AE has expanded its energy efficiency programs,
Customer Assistance Program for low-income and other disadvantaged customers,
and several programs to build and maintain the smart grid and related communication
equipment improving system reliability.

To date, about 800 MW of new electric power generation has been offset through one
of the most comprehensive and successful energy efficiency and load shifting
programs in the nation. Smart meters have been installed at no direct cost to AE
customers, while many electric utilities in Texas have placed a surcharge on customer
electric bills to account for these costs. Since AE last set base rates, it has brought
online the Sand Hill Energy Center, a 600 MW natural gas-fired facility with highly
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efficient combined-cycle units and peaking units to help meet demand during the hot
summer months. These new generation resources, which helped meet the utility’s
energy needs after the Holly Power Plant closure, were funded by AE with no base rate
H nl

increase.

In short, AE was aggressively promoting programs that sold less energy per customer, yet
utility costs per customer continued to rise as a large portion of utility costs are fixed and do
not vary with the amount of energy consumed. This phenomenon is not unique to AE, as
electric utilities across the country have been faced with a similar circumstance. Customers
across the country are increasingly concerned with the environmental impact associated with
electricity consumption. This concern, combined with technological advances in end-use
products and renewable energy options, have reduced load growth compared to historical
levels. In consideration of this change in the electric utility business environment, the 2011
Rate Study proposed rates that improved fixed cost recovery and encouraged conservation.

This rate strategy is confirmed by AE rate design objectives included in the 2011 Rate Study
report:

1. Ensure long-term financial strength by setting rates that meet AE’s revenue
requirement and achieve sustained revenue stability;

2. Improve fixed cost recovery to align AE’s rate structure more closely with its cost to
serve its customers;

3. Align rates with AE’s Strategic Plan by designing rates that encourage efficient energy
use and meet changing customer needs by supporting technologies like solar
electricity generation and electric vehicles; and

4. Update rates and rate structures to distribute costs fairly among customer classes and
encourage efficient energy use.

Rate Design Changes Impacting Small Commercial Customers

Prior to the 2011 Rate Study, most commercial customers qualified for service under one of
two classes: a General Service Non-Demand class, which did not include a demand charge and
was applicable to commercial customers with maximum monthly demands of less than 20 kW;
and a General Service Demand class, which did have a demand charge and was applicable to
customers with maximum monthly demands of 20 kW or greater. There was no upper limit
on the maximum monthly demand of customers in the General Service Demand class.

As a result of the 2011 Rate Study, commercial rate classes were changed. Most commercial
customers qualified for service under one of three following classes.

B Secondary Voltage less than 10 kW (S1), which does not include a demand charge.

B Secondary Voltage greater than 10 kW but less than 50 kW (S2), which does include a
demand charge.

B Secondary Voltage greater than or equal to 50 kW (S3), which does include a demand
charge.

! Austin Energy. (December 19, 2011) Rate Analysis and Recommendation Report. Provided to the
Austin City Council. Page 1-4, 1-5.

2-2 215



App C

SMALL COMMERCIAL DEMAND RATE DESIGN HIST%-IH

Changes were made to the commercial customer classes for the following reasons:

1.

Customer usage characteristics indicated that customer monthly load factor?, size
(measured in kW) and coincidence with the AE system peak varied significantly at
usage levels of less than 10 kW, equal to or greater than 10 kW but less than 50 kW,
and 50 kW or more. These changes resulted in cost of service differences between
these three groups of customers.

Public Utility Commission of Texas (PUCT) regulation of Transmission and Distribution
Utilities (TDU) serving the deregulated retail markets in Texas made a rate design
distinction at 10 kW, where customers with maximum monthly demand of less than
10 kW did not have demand charges and customers with maximum monthly demands
of 10 kW or greater, did have demand charges. Given that AE’s rates may be reviewed
by the PUCT, commission precedent was an important consideration.

Expanding the application of demand charges to smaller commercial customers
improved fixed cost recovery and encouraged these customers to reduce demand or
improve efficiency as measured by monthly load factor.

As a result of these changes, AE’s current rates applicable to most commercial customers are
summarized in the following table.

2 Load factor is defined as average load divided by peak load over a predefined period, and is a
measure of efficiency where a higher value (closer to 100 percent) is more efficient.
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Table 2-1
AE Current Secondary Voltage Commercial Rates (S1-S3)
Secondary
Secondary Service Secondary Service Service
<10 kW 10 to <50 kW 250 kW
Current Commercial Rates () (81) (S2) (S3)

Customer Charge ($/month) 18.00 25.00 65.00
Electric Delivery ($/kW billed) N/A 4.00 4.50
Demand Charge ($/kW billed)

Summer @ N/A 6.15 7.85

Non-Summer @ N/A 5.15 6.85
Energy Charge (¢/kWh)

Summer 6.198 2914 2.247

Non-Summer 4.598 2.414 1.747
Pass-Throughs ©

Power Supply Adjustment (¢/kWh) 3.709 3.709 3.709

Customer Assistance Program (¢/kWh) 0.065 0.065 0.065

Service Area Street Lighting (¢/kWh) 0.096 0.076 0.068

Energy Efficiency Services (¢/kwh) 0.466 0.522 0.274
Regulatory Charge

(¢/kWh) 0.859 N/A N/A

($/kW billed) N/A 2.56 2.49
Notes:

(1)  Rates shown are for Inside City Limits customers.
(2)  Summer rates are for June 1 through September 30 and non-summer rates are for October 1 through May 31.
(3) Pass-throughs are effective as of November 1, 2013.

For some small commercial customers, particularly those with demand requirements between
10 kW and 20 kW, the change in customer class designations and rate design may have created
large changes in customer monthly bills as these customers migrated from an old rate without
a demand charge to a new rate with a demand charge. Customers in this category with low
monthly load factors likely experienced large increases in their monthly bills and some
customers with high monthly load factors may have experienced a reduction in their monthly
bills. If customers with low monthly load factors did not change their usage characteristics as
a result of the rate change, higher monthly bills would be expected to persist.
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Section 3
SECONDARY SERVICE 10 < 50 KW (S2) RATE CLASS

Introduction

The term Customer Usage Characteristics refers to the way customers use electricity.
Important characteristics that influence utility costs include customer delivery voltage
(i.e., secondary, primary, or transmission), coincidence with the system peak measured by
demand (measured in kW), load factor and to a lesser degree size (measured in kW). Load
factor is a measure of efficiency based on the relationship between demand and energy used
by a customer. Variations in these characteristics mean that some customers are more or less
expensive to serve than others. A cost of service study examines these characteristics by
customer class, or groups of customers, and allocates costs to classes based on these
characteristics. Once costs are allocated then rates can be designed. To the extent practical,
rate design reflects these underlying costs and aligns those costs with common usage
characteristics, such as the number of customers, size of demand and energy usage.

During the 2011 Rate Study, AE used detailed load research data to examine and understand
these customer usage characteristics for all customer classes. The research data was gathered
over the period October 2008 through September 2009 and was normalized for various
factors, including weather. The result of the analyses and the corresponding cost of service is
summarized in the following table.

Table 31
Secondary Voltage Customer Usage and Characteristics

2011 Rate Study Usage Secondary Service Secondary Service Secondary Service

Characteristics <10 kW (S1) 10 to <50 kW (S2) 250 kW (S3)

Number of Customers 32,001 10,360 3,214
Average Max Demand Per Customer (kW) 3.01 23.83 267.57

Coincidence Factor (Coincident Demand/ 88.0% 78.1% 81.9%
Maximum Demand)

Average Monthly Energy Used (kWh) 987 7,939 107,415

Average Monthly Load Factor 44.9% 45.6% 55.0%

Average Cost of Service ($/kWh) $0.12240 $0.09743 $0.08708

Average Cost of Service as a Percent of n/a 79.6% 71.1%
Secondary Voltage <10 kW Cost

As shown in the above table, variations in usage characteristics between the three commercial
secondary voltage customer classes resulted in meaningful differences in cost of service
results. On average, the cost of serving S2 and S3 customers is approximately 20 percent to
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30 percent less than serving S1 customers. These differentials generally provide cost of service
justification for grouping these customer classes as currently defined.

Customer Usage Characteristics

Supplementing load research data used in the 2011 Rate Study, AE provided NewGen with
three years of historical data for customers in the S2 class. The data represents actual
customer usage over the period October 2011 through September 2014 and has not been
weather normalized. The table below compares the customer usage characteristics included
in the 2011 Rate Study and the current dataset.

Table 3-2
Customer Usage Characteristics
Class Usage Characteristics Sample Dataset 2011 Rate Study  Difference
Number of Customers 13,522 10,360 3,162
Average Monthly Demand Per Customer (kW) 20.92 23.83 (2.92)
Average Monthly Energy Per Customer (kWh) 5,292 7,939 (2,647)
Average Monthly Load Factor (%) 347 45.6 (10.9)

The above table indicates the S2 class has grown considerably since the 2011 Rate Study. The
number of customers within this class has grown by approximately 30 percent. Also, energy
usage per customer, average monthly demand per customer, and monthly load factor are
lower than indicated in the 2011 Rate Study load research data.

A closer examination of the recent data reveals that S2 average customer peak demands
(measured in kW) occurred in the winter months. Non-summer peak demands have grown
over the last three years. Conversely, summer peak demands have reduced compared to FY
2012. As aresult, there has been an observed shifting of peak from the summer season (June
through September) to the non-summer season as shown in the following graph.
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Secondary Service greater than 10 kW and less than 50 kW
- Maximum Demand per Customer
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Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep

——FY2011/2012 19.91 19.07 20.98 20.41 20.49 20.17 18.73 18.90 20.09 20.71 20.77 20.57
FY2012/2013 19.82 20.35 20.39 21.89 20.61 21.01 20.15 19.84 19.72 20.32 20.50 20.32
FY2013/2014 19.55 19.53 21.99 21.70 21.90 21.85 19.67 19.08 19.15 19.62 20.16 20.29

Figure 3-1. Secondary Service Greater Than 10 kW and Less Than 50 kW -
Maximum Demand per Customer

The information shown in the above graph reflects actual S2 customer class data and has not
been normalized for weather or adjusted for other factors. Given that Texas has experienced
relatively similar average temperatures during the summers over this period, one possible
explanation for the shifting of demand is customer reaction to the current S2 pricing structure,
specifically the summer/non-summer rate differential adopted in the 2011 Rate Study
(although this explanation cannot be certain without further study).

S2 customers’ energy use is primarily driven by seasonal variations and ranges between
4,000 kWh and 6,700 kWh per customer for the S2 class. FY 2014 exhibited slightly lower use
per customer in the summer months and slightly higher use per customer in the non-summer
months as compared with the prior two years. Energy usage per customer is highest during
the summer months for the S2 class, and the utility overall, as shown in the following graph.
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The shifting demand and energy load patterns appear to be moving together with minimal
impact on monthly load factors, which range between 25 percent and 45 percent for the S2
class. Class monthly load factor has not changed meaningfully over the last three years, as

Secondary Service greater than 10 kW and less than 50 kW
- Monthly Energy per Customer
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e FY2011/2012 6,229 4,384 4,279 4,851 4,104 4,430 4,554 5,000 6,019 6,308 6,684 6,187
= FY2012/2013 5,156 4,707 4,202 4,997 4,119 4,054 4,234 4,728 5,646 6,122 6,601 6,257
FY2013/2014 5,264 4,364 4,642 5,132 4,701 4,237 4,271 4,597 5,349 5,963 6,565 6,426

Figure 3.2. Secondary Service Greater Than 10 kW and Less Than 50 kW -

Monthly Energy per Customer

evidenced in Figure 3-3 on the following page.
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Secondary Service greater than 10 kW and Less than 50 kW
- Monthly Load Factor
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FY2012/2013 35% 32% 28% 31% 30% 26% 29% 32% 40% 41% 43% 43%

FY2013/2014 36% 31% 28% 32% 32% 26% 30% 32% 39% 41% 44% 44%

Figure 3-3. Secondary Service Greater Than 10 kW and Less Than 50 kW — Monthly Load Factor

Based on our review of this historical information, we conclude the following:

B Current class usage characteristics differ from that used in the 2011 Rate Study. It is

difficult to predict the impact of these differences on cost of service results as the
observed changes have counteracting influences (i.e., some changes tend to increase
the cost of service while other changes tend to lower the cost of service). For example,
the recent data suggests that the S2 class peak demands occur during the non-summer
season. Because this would imply S2 class demands contribute less to the summer
system peak than originally thought, cost allocation of peak demands to this class of
customers would be lower than originally calculated in the 2011 Rate Study. However,
customer monthly load factors are significantly lower (nearly 11 percent lower) as
compared to the 2011 Rate Study assumptions. Lower load factors tend to increase the
cost of service. Therefore, we can only conclude that customer usage characteristics
are different from those used in the 2011 Rate Study and the impacts of these
differences on cost of service results is unknown pending an update to the 2011 Rate
Study.

Class peak demands have shifted from the summer season to the non-summer season.
This load shift, reducing class contribution to the AE summer system peak, is beneficial
to AE’s cost structure and was one of the 2011 Rate Study objectives. Underlying causes
associated with this shift may be related to changes in customer usage behavior and/or
weather. The impact of weather is unknown at this time, as the data have not been
weather normalized.

Observed lower energy and demand use per customer aligns with AE’s rate design
objectives for this class. These observed changes in electricity consumption may be
attributable to customers reacting to the S2 pricing signals, which encourage energy
conservation by reducing demand and corresponding energy consumption. Changing
customer behavior may also contribute to lower observed monthly load factors.
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However, further detailed study is required to fully understand the underlying cause of
these observed different usage patterns compared to the load research data used in the
2011 Rate Study.

Power Factor

Power Factor is another measure of efficiency. Power Factor measures the difference
between the “total power” that AE must produce to serve customers versus the “real or usable
power” observed by a customer. Real power performs work such as running an electric motor
or heating an oven. Often, commercial customers operating large motors have poor power
factors as the startup and operation of the motors require AE to deliver more “total power” to
achieve the customers desired amount of motor performance. The delivery of more electric
current results in greater system losses and requires the utility to install additional capacity, at
additional cost, throughout the electric system. Therefore, customers with higher power
factors have a lower cost to serve, and vice-versa; so, this cost of service difference is
commonly reflected in commercial rate structures. A power factor penalty is a charge that
compensates AE for the added capacity and energy needed to meet the power requirements
of poor power factor customers. From a cost of service perspective, power factor penalty
charges are an equitable means of recovering costs directly from customers adding costs to
the system.

AE applies a power factor penalty to all demand customers with power factors less than
90 percent, as measured by AE’s metering devices. Of the 13,522 customers in the S2 class,
approximately 3,452 customers have been assessed a power factor penalty charge at an
annual cost of approximately $750,000 to these customers. The class average power factor is
92.6 percent, which is above the penalty threshold. The application of the power factor
penalty charge is such that billed demand is adjusted upward when power factor is below the
minimum required level of 90 percent. The farther a customer’s power factor is below
90 percent, the larger the upward adjustment of billed demand.?

The following statistics summarize the estimated impact on customers in the S2 class assessed
the power factor penalty.

B Approximately 0.25 percent (or 34 customers) experience an increase in their billing
demand and corresponding charges of at least 100 percent.

3 For example, if a commercial customer inside the City Limits were on the S2 rate with 3,000 kWh and
metered demand of 15 kW in June 2014, then their total electric bill would have been $434.23 if they
achieved 90% power factor (or better). This would be calculated as a $25 customer charge plus $12.71
per kW in demand charges plus $0.07286 per kWh in energy charges (525 + $12.71 x 15 kW + $0.07286
x 3,000 kWh). However, if the customer only achieved 80% power factor, then the demand charge
would have been increased. The demand component of the bill would have changed from being based
on the metered demand of 15 kW to an adjusted (or billed) demand of 16.875 kW. The formula for this
adjustment is billed demand equals metered demand times power factor requirement divided by power
factor achieved. Or, in this example, billed demand = 15 kW x 0.90 / 0.80. The total electric bill based
on 80% power factor would have been $458.06, calculated as $25 + $12.71 x 16.875 kW + $0.07286 x
3,000 kWh. This represents an increase of $23.83 in the demand charge as well as the total bill. This is
a 12.5% increase in the demand charge alone or a 5.5% increase in the total bill.
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B Approximately 0.24 percent (or 33 customers) experience an increase in their billing
demand and corresponding charges of between 50 percent to 80 percent.

B Approximately 0.92 percent (or 124 customers) experience an increase in their billing
demand and corresponding charges of between 29 percent to 50 percent.

B Approximately 3.8 percent (or 512 customers) experience an increase in their billing
demand and corresponding charges of between 13 percent to 29 percent.

B Approximately 20.3 percent (or 2,749 customers) experience an increase in their billing
demand and corresponding charges of between 0 percent to 13 percent.

B Approximately 74.5 percent (or 10,070 customers) experience no increase in their billing
demand and corresponding charges as a result of the power factor penalty.

NewGen estimates that completely eliminating the power factor penalty for the S2 class is
estimated to reduce AE’s revenues by approximately $750,000 per year. This represents less
than 1 percent of the class revenue but, for some customers in the S2 class that are subject to
the penalty, this may represent a significant portion of their bill. Modifying the penalty to
apply only to power factor of less than 85 percent, consistent with AE’s former policy on power
factor, is estimated to reduce AE’s revenues by approximately $400,000 per year. Also, it is
important to note that S2 customers with demands greater than or equal to 20 kW have been
subject to power factor penalty charges for many years. These customers account for
$540,000 or approximately 72 percent of the annual power factor penalty charges.

The table below lists the power factor requirements for various other utilities included in our
benchmarking analyses as described in Section 5 of the Report. As indicated, AE’s current
policy is more lenient than almost all utilities listed in the table (only CPS Energy has a lower
requirement).
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Table 3-3
Power Factor Benchmarking

Power Factor

Utility State Ownership Structure Adjustment

Austin Energy Texas Municipal <90%

Bluebonnet Electric Cooperative Texas D|str|but|9n <97%
Cooperative

CPS Energy Texas Municipal <85%

Fort Collins Utilities Colorado Municipal <90%

Los Angeles Power and Light California Municipal <95%

Pedernales Electric Cooperative Texas D|str|but|9n <97%
Cooperative

Reliant/CenterPoint Texas Investor Owned Utility <95%

Sacramento Municipal Utility District ~ California Municipal <95%

TXU-Oncor Texas Investor Owned Utility <95%

Current Rate Design

The current S2 rate contains fixed monthly, demand and energy charges.
components ensure that the cost of service is recovered by rates that reflect the cost drivers.
For example, metering costs, which are a fixed monthly cost incurred for each customer,
regardless of demand placed on the system by the customer or energy used during the billing
period, are recovered through a fixed monthly cost. AE has developed the current S2 rate
structure based on the 2011 cost of service study, to ensure there is proper cost causation in
the rate structure, leading to more efficient use of the system by customers. The current AE

S2 rate structure for inside the City Limits is as follows:

These rate
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Table 3-4
AE Current Secondary Voltage Commercial Rates (S2)

Secondary Service

10 to <50 kW
Current Commercial Rates (1) (S2)

Customer Charge ($/month) 25.00
Electric Delivery ($/kW billed) 4.00
Demand Charge ($/kW billed)

Summer @ 6.15

Non-Summer @) 5.15
Energy Charge (¢/kWh)

Summer 2.914

Non-Summer 2414
Pass-Throughs ©)

Power Supply Adjustment (¢/kWh) 3.709

Customer Assistance Program (¢/kWh) 0.065

Service Area Street Lighting (¢/kWh) 0.076

Energy Efficiency Services (¢/kwh) 0.522
Regulatory Charge

(¢/kwh) N/A

($/kW billed) 2.56
Notes:

(1) Rates shown are for Inside City Limits customers.

(2)  Summer rates are for June 1 through September 30 and non-summer rates are for
October 1 through May 31.

(3) Pass-throughs are effective as of November 1, 2013.

We can present the S2 rate graphically by comparing the change in the average rate over
changing customer usage patterns. Rate structures with demand and energy components, like
the S2 rate, recognize and incentivize customers to improve their monthly load factors.
Monthly load factor is one of the most important factors in determining cost of service. In
recognition of the relationship between monthly load factor and average rates, we have
developed graphs presented within this report that demonstrate this relationship.
Information on each graph is a follows:

B Average Rate Compared to Average Monthly Load Factor. The Primary Y-axis indicates
the average rate a customer would pay under the identified rate(s). The X-axis indicates
the varying monthly load factor of a customer.

B Number of Customer Bills in the Class. The Secondary Y-axis indicates the number of
customer bills at a given monthly load factor which are illustrated in a bar graph.
Information on the distribution of customer monthly load factors provides valuable
insight as to the impact and importance of the identified rate(s) on the overall class.

The following graph shows the impact of the S2 rate structure on customers within the class.
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Load Curves by Current Rates
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Figure 3-4. Load Curves by Current Rates

The existing rate structure rewards high load factor customers with a lower average rate. For
example, customers with a 30 percent load factor have an average rate that is nearly $0.10 per
kWh lower than customers with a 10 percent load factor. This result is consistent with cost of
service results and reflects that high load factor customers use more energy per kW of demand
than low load factor customers. Therefore, high load factor customers can spread the fixed
costs associated with meeting their demand over more units of energy (kWhs), thereby
lowering their average rate (in $ per kwWh).

$2 Class Revenue Requirement

NewGen developed a revenue requirement for the S2 customer class utilizing historical, three-
year average billing units applied to the S2 rate with current pass-through adjustments.
Developing a revenue requirement for the S2 class is an important step in analyzing the rate
structure of the S2 class. Any sensitivity analysis on rate structure and rate benchmarking in
this report presents rate structures that generate the same amount of revenue as the current
S2 rates. The S2 revenue requirement calculation is shown in the table below.
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Table 3-5
AE Proof of Revenue Under Current Rates
Inside City Limits (ICL) Outside City Limits (OCL) Total
Billing Billing
Rate Schedule Units Rate Revenue Units Rate Revenue Revenue

Customer Charge 138,187 $25.00  $3,454,675 24,077 $25.00 $601,925 $4,056,600
Demand Charges

Summer®

Sk biled) 1,012,365 $6.15  $6,226,042 164,792 $6.11  $1,006,881 $7,232,923

Non-Summer®

Sk biled) 1,877,111 $5.15 9,667,124 339,867 $5.12 1,740,119 11,407,243
Subtotal Demand $15,893,166 $2747.000  $18,640,166
Charges
Ei'”e:ér)'c Delivery (B/kw- 2,889,476 $4.00  $11,557,904 504,659 $3.98  $2,008544  $13.566,448
Regulatory Charge ($/kW) 2,889,476 $2.56 7,397,059 504,659 $2.56 1,291,928 8,688,986
Subtotal Demand
Charges and Adjustment $34,848,129 $6,113,077 $40,961,206
Charges
Energy Charge (¢/kWh)

(1)
(So;l;?vr\?he)r Energy 307,950,288  $0.02914  $8,973.934 46,783,352  $0.02896  $1,354,846  $10,328,780
- (1)

?i?;v\%*)mmer Energy® 433209672 $0.02414 10457681 70,674,283  $0.02399 1,695.476 12,153,158

Subtotal Energy Charge $19,431,615 $3,050,322 $22,481,937
i (2)

gmrh?“pp'y Adjustment® 211 168060  $0.03700  $27.480057 117457635 $0.03709  $4.356504  $31.846,460
Customer Assistance
program® (SIkWH) 741,168,960  $0.00065 481,760 117,457,635  $0.00065 76,347 558,107
Service Area Street
Lighting® (8IkWh) 741,168,960  $0.00076 563288 117,457,635 $- 563,288
Energy Efficiency
Sonices® (31h) 741,168,960  $0.00522 3,868.902 117,457,635  $0.00522 613,129 4,482,031
Subtotal Energy Charge
and Adjustment Charges $51,835,522 $8,096,302  $59,931,824
Total Revenue $90,138,326 $14,811,304  $104,949 630

Notes:

(1)  Summer rates are for June 1 through September 30 and non-summer rates are for October 1 through May 31.
(2) Pass-throughs are effective as of November 1, 2013.

As shown above, the S2 customer class generates $104,949,630 in annual revenue.
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Conclusions

Based on our review of the 2011 Rate Study and current customer usage characteristics of S2
customers, we conclude the following:

Load research data used in the 2011 Rate Study yielded meaningful differences in cost
of service results for S1, S2, and S3 customers. These differences support three different
rate classes.

For the period October 2011 through September 2014, customer usage characteristics
for S2 customers differ from the class usage characteristics used in the 2011 Rate Study.
Differences pertain to customer size (as measured in kW), monthly energy usage,
monthly load factor, and seasonality of load. Because these differences do not impact
cost allocation in a uniform manner, the impact of these differences on cost of service
results pertaining to the S2 class are unknown.

Over the three-year period studied, S2 customer summer demands have been lower
while non-summer demands have increased. Loads have shifted from on-peak summer
months to off-peak non-summer months, consistent with the pricing incentives
embedded in AE’s rate design.

Over the three-year period studied, energy consumption has not materially increased
and in many months has declined. Monthly load factor, which is a measure of the
relationship between customer demand and energy use, has remained relatively steady
over the period evaluated.

Weather during the three summers (2012-1014) included in the period evaluated was
relatively similar and on average cooler when compared to the record hot summers
observed in 2011 and earlier. Recognizing that weather is an important factor
influencing consumption of electricity, and the weather was less extreme over this
three year period, it appears that the pricing signals associated with the S2 rate are
accomplishing AE’s rate design objectives as established in the 2011 Rate Study. AE’s
S2 rate structure appears to be lowering the class contribution to on-peak demand,
promoting conservation and efficiency and improving AE’s fixed cost recovery. This
conclusion is subject to further study and verification pending the completion of a
detailed load normalization study.

Cost of service principles dictate that customer monthly load factor, rather than size (as
measured in kW), is a primary indicator of average cost. Approximately, 47 percent of
S2 customers have average monthly load factors of 30 percent or less. One-third of
these low load factor customers have maximum demands between 20 kW and 50 kW
and two-thirds have maximum demands between 10 kW and 20 kW in the months of
June through September.

Power factor penalty charges are uniformly applied throughout the industry to recover
the added cost associated with serving customers with electric motors or other loads
that reduce the efficient delivery of real power to customers. These penalties are often
assessed via the demand charge.

AE’s current power factor penalty threshold of 90 percent is reasonable compared to its
peers in the industry.
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From a cost of service perspective, power factor penalty charges are an equitable means
of recovering costs directly from customers adding costs to the system.

Power factor penalty charges generate approximately $750,000 annually for the S2
class, or approximately 0.7 percent of annual class revenues. The cost is borne by
approximately 3,500 customers in the S2 class.

Prior to the creation of the S2 class, approximately 20 percent of the S2 customers
currently paying power factor penalty charges were in a non-demand rate class and,
therefore, were not subject to power factor penalty charges. These customers
experienced greater bill impacts as they were introduced to a demand charge and a
power factor penalty charge simultaneously when the S2 class was formed.

The S2 customer class is projected to generate approximately $105 million in revenue
annually under the current rates.

AE’s S2 rate structure is in alignment with cost of service results and principles — high
load factor customers have a lower average rate than low load factor customers.
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Section 4
CUSTOMER FEEDBACK

NewGen endeavored to obtain customer feedback on the rates resulting from the 2011 Rate
Study. Some of the feedback received was positive and some was negative. One source of
feedback was via a focus group conducted by Creative Consumer Research and the other was
from NewGen contacting individual customers that had contacted Austin City Council
members regarding their rates. It is difficult to draw concrete conclusions regarding the
sentiment of the overall customer class from these small samples, but these results add some
context to the rate discussion.

Focus Group

AE contracted with Creative Consumer Research to develop and facilitate a focus group
comprised of customers in the S2 customer class. The customers participating in the focus
group included one (1) customer that currently has a 10 kW to 20 kW load and six (6) customers
that currently have 20 kW to 50 kW loads. The focus group interaction occurred on February
12, 2015 and represented a range of user types, including a retail shop, a gymnasium,
apartment management, an ice cream shop, and a construction services company.

The seven participants were selected from a pool of 158 commercial customers whose energy
usage fell within the 10 kW to 20 kW or 20 kW to 50 kW ranges. The 158 customers were
selected to represent a range of load factors, a diversity of business types, and representation
for locally-owned businesses. As reported by Creative Consumer Research, all 158 potential
participants were contacted; however, several declined participation because they did not
believe they were significantly impacted by the rate change implemented by AE on October 1,
2012. Further, the majority of the participants in the focus group reported that they were not
adversely affected by the new rate structure.

When given a written description of the rate structure for the S2 class, the participants
generally reacted positively indicating that customers whose energy use had an impact on the
system should pay more to reflect that impact. A few participants did indicate that a higher
energy bill would cause them to consider making adjustments in their use of power (either
through changes in behavior or energy savings investments) in an effort to reduce their bills.
The participants agreed that anything that causes them to pay higher energy bills could be bad
for their bottom line, but most participants reported that their energy costs amounted to a
small part of their overall business expense and several indicated they would simply pass along
the cost to their customers. Most of the participants had completed some type of energy
efficiency improvement to their business or implemented an energy saving policy
(e.g., installing programmable thermostats, installing energy efficient lighting, or creating
policies to minimize energy usage).

Most, if not all, of the participants gave AE high ratings for customer satisfaction despite the
fact that several of them had experienced some issues with AE in the recent past
(e.g., incorrect utility bills, failing to receive their utility bill, and general frustration with the
customer service they received via the call center).
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In general, NewGen’s assessment of the focus group is that the customers are reacting to the
rate structure for the S2 class in a manner that is consistent with the design of the rate
structure. The rate structure was intended to send a pricing signal to users of the electric
utility to encourage conservation, energy efficiency investments, peak shaving, and other
changes in customer behavior that align with AE’s strategic objectives. Based on the responses
from the focus group, this seems to be the response the rate design has engendered.

Select Customers

NewGen attempted to contact six (6) customers in the S2 class that had contacted Austin City
Council members regarding their rates. NewGen spoke with two (2) of these customers and
their comments are summarized below.

Temporary $2 Customer

One of the customers that had contacted Austin City Council was assigned to the S2 class for
a short period of time. This is a customer that typically has demands less than 10 kW but an
event beyond his control caused his demand to spike beyond 10 kW in June, which caused his
business to be moved to the S2 rate and incur demand charges. The event that caused the
spike in demand was apparently related to some work a contractor was doing on the roof of
his building.

The customer’s first indication that his rate had changed was when he received a letter from
AE discussing retroactive billing, which he did not understand. When his bill arrived, it
reflected significant charges resulting not only from the move to a demand rate (i.e., the S2
rate), but also the impact of the retroactive billing issue. He contacted AE to dispute the
charges and, eventually, identified the cause of the spike in demand. He also contacted Austin
City Council to help address his issue as he did not feel he was getting appropriate redress from
AE. He indicated AE eventually resolved the issue to his satisfaction by removing the demand
charges. Also, since his demand subsequent to the spike has been below 10 kW, he is now
back in the S1 class.

He characterized the event in retrospect as “no big deal” but did indicate that AE made it
harder than it needed to be in order to resolve the issue. The issue could have been addressed,
in his view, without as much effort on his part to identify and correct the problem. He did
acknowledge that, at the time, AE was being inundated with calls due to the retroactive billing
issue.

Dissatisfied S2 Customer

One of the other customers that contacted Austin City Council exhibits demands in the June
through September billing months that routinely place his business in the S2 class. His
demands during these four months in the last three years have averaged approximately 16 kW.
Thus, his business was categorized as General Service Non-Demand (or E02) under the rate
classes as they existed prior to the October 1, 2012 rate adjustments. As a result, this customer
transitioned from a $6.00 per month customer charge plus energy charges to the S2 rate
structure, which includes demand charges.

This business operates three-phase equipment, typically three days per week. The building
the business leases for operations has electric heat, as there is no natural gas service to the
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property. This results in a fairly significant heating load, which drives electric demands higher
in the winter. In fact, the greatest demand for this customer in each of the last three years
has occurred in January of each year. The average demand in the last three Januarys has been
approximately 33 kW. The customer self-reported that his electric bill for January 2015 was
approximately $750 and this is consistent with the bills received in January 2013 and 2014 (all
subsequent to the October 1, 2012 rate adjustments). If on-site propane heat is an option for
this customer, it could potentially reduce the electric bill significantly.

The load factor for this customer is at the lower end of the possible range. This customer’s
average monthly load factor over the past three years is approximately 16 percent with a
maximum of approximately 26 percent and a minimum of approximately 7 percent. This has
significant implications for the cost of providing service to this customer and, as a result, bills
under the S2 rates. Previously, under the EO2 rate, this customer’s poor load factor was
subsidized by the other (more efficient) customers in the class. However, under the S2 rate
the costs associated with poor load factor are directly billed to the customer.

In addition to the transition to a rate with demand charges, and low load factor, this customer’s
bills are also impacted by AE’s 90 percent power factor requirement (which is only applicable
to customers with demand charges). This customer’s energy use exhibits power factor of less
than the 90 percent requirement roughly half of the months of the year, likely due to the three-
phase equipment used in the business operation. The power factor for this customer has been
as low as approximately 85 percent in at least one month of each of the last three years. Power
factor of less than 90 percent results in greater demand charges. It is possible that capacitors,
or some other change in operation or investment, could bring this customer’s power factor up
to at least 90 percent and eliminate the penalty associated with this issue.

Energy is one of the key costs in this business, according to the customer. His business has
seven (7) employees and well under $1 million in gross revenue annually. The customer
observed that his is a small, local business and that these types of businesses are critical to the
local and broader economy. As proof of this claim, the customer cited multiple statistics
regarding the importance of small business, including some that can be found at the United
States (U.S.) Small Business Administration’s website.*

This customer has not made any changes recently, but has made efforts in the past to make
changes to the building (e.g., lighting replacement) and operations in order to conserve energy
and lessen his demands. Since he does not own the building, additional changes to the building
(e.g., insulation) are difficult. The owner of the building does not want to pay for the
investment since he does not receive the financial benefit (as the building owner does not pay
the utility bills) and the business does not want to invest in improvement to a building it does
not own. Thus, the most practical changes to improve energy efficiency for this customer
might be tied directly to operations or subsidized investments.

This customer expressed extreme frustration and dissatisfaction with AE. He sincerely feels
that AE is not concerned with his problems. In NewGen’s opinion, this represents a failure on
the part of AE as well as an opportunity for AE to improve its relationship with this customer.
There are likely operational changes or investments that could be made to improve this
customer’s load and, by extension, lower his bills. Some of these opportunities might include
options that have been mentioned here (e.g., on-site propane heat, capacitors, operational

4 https://www.sba.gov/sites/default/files/FAQ_Sept_2012.pdf
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changes), but a comprehensive energy audit should identify the most appropriate and cost-
effective changes for this customer’s particular circumstances.

Best of all, the customer reacted positively to the prospect of having an energy audit
conducted. NewGen is not aware if this option has been presented to this customer in the
past, but this might be the perfect means for AE to assist this customer and improve its
relationship with one of its small business customers.

Conclusions

Based on our observations of S2 customer feedback as conducted by Creative Consumer
Research and direct phone conversations with two customers who have expressed concern
over the S2 rate to the City Council, we conclude the following:

4-4

B Qverall, at the class level, there appears to be limited concern over the impact of the S2

rate on customer finances. This is evidenced by the general difficulty in getting
customers to attend a customer feedback discussion on this issue.

Customers who did participate in the feedback session did indicate that some customers
are reacting to the S2 pricing signals by considering investments in energy efficiency or
changes in energy use. The focus group conducted by Creative Consumer Research
indicated most customers are supportive of the goals of the demand rate structure,
recognizing that customer costs increase and decrease with changes in monthly load
factor. These responses are in alignment with AE’s 2011 Rate Study objectives.

Concern over the S2 rate structure and the impact on customer bills appears to be
limited to a small group of customers with low load factors and poor power factors.

One customer that contacted Austin City Council felt the rate being charged to him was
unduly burdensome. The customer’s monthly power bill has increased dramatically
under the S2 rate structure as this customer’s usage characteristics resulted in
maximum demands of 33 kW (in the winter), low monthly load factors, and poor power
factor as the business operation requires use of a significant amount of motors.
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Section 5
RATE BENCHMARKING

Introduction

The objective of this benchmarking analysis is to compare AE’s S2 rate structure with the rate
structures of other utilities. The term rate structure refers to the design and components of
the rate. For example, commercial rate components may include a customer charge, demand
charges, and energy charges. Rates associated with each component may vary by season or
time of day. Rate structures have a significant impact on customer bills within a class. A simple
energy-only rate structure tends to minimize variations in effective rates paid by customers
within a class, even if they exhibit very different usage characteristics. Conversely, a
demand/energy rate structure will recognize these variations in usage characteristics creating
a greater variation in effective rates for customers in the same rate class.

This benchmarking process differs from a traditional rate comparison analysis in that the
benchmarking as described herein analyzes the differences in utility rate structures, not utility
costs. In a traditional rate comparison analysis with two utilities having identical rate
structures, but different cost structures, the utility with lower costs would result in customers
having a lower monthly bill. However, in this rate structure benchmarking analysis, utility cost
differentials are eliminated, so comparing two utilities having identical rate structures would
result in customers having identical bills.

To remove cost differentials from this rate structure benchmarking analysis, we have adjusted
comparison utility rates either upward or downward on a prorata basis so that total rate
revenues from the comparison utility are equal to rate revenue generated from AE’s current
S2 rate. This ensures the benchmarking analysis is isolated to a comparison of rate structures,
rather than reflecting the differences in the costs to provide service.

Comparable Utilities

For the rate structure benchmarking analysis, we have selected eight (8) comparable utilities
that exhibit some or all of the following criteria:

1. Municipal or consumer-owned utilities in the surrounding AE service territory.

2. Retail Electric Providers (REP) operating within competitive areas of the Electric
Reliability Council of Texas (ERCOT).

3. Large public power utilities.

4. Municipal utilities with a strong commitment to energy conservation and renewable
energy.

Based on these criteria, the utilities listed in Table 5-1 were selected for an in-depth review.

WIS Solutions

Economics | Strategy | Stakeholders | Sustainability 236



Q&Qign 5

Table 5-1
Compatible Utilities Benchmarked

Large Public Commitment Commitment

Ownership Power to to
Utility State Structure Member Conservation Renewables

i Distribution
BIuebonn.et Electric Texas ISTIDU I. N/A Neutral Neutral
Cooperative Cooperative
CPS Energy Texas Municipal Yes Strong Strong
Fort Collins Utilities Colorado Municipal No Strong Strong
tic;sh?ngeles Power and California Municipal Yes Strong Strong
Pedernal«_as Electric Texas Dlstnbutpn N/A Neutral Neutral
Cooperative Cooperative
Reliant/CenterPoint Texas InvesltJot:“glwned N/A Neutral Neutral
Sacramento Municipal California Municipal Yes Strong Strong

Utility District

TXU-Oncor Texas InvesltJotEl itOyWHEd N/A Neutral Neutral

In the above Table, Reliant/CenterPoint and TXU/Oncor are two retail electric providers (REPs)
identified in the benchmarking analyses. REPs operate throughout the ERCOT competitive
retail market. The designation Reliant/CenterPoint means that Reliant is the REP and is the
customer service interface with the customer. Reliant bundles power supply and delivery
charges provided by others in the offer of electric service to retail customers. CenterPoint is
the Transmission and Distribution Utility (TDU). A TDU serves a specific geographic area and
is regulated by the PUCT. As a TDU, CenterPoint provides the wires through which Reliant
delivers power to its retail customers. TDU rates change in different geographic areas.
Because Reliant bundles power supply and TDU charges, the TDU rate structure influences the
retail rates charged by Reliant. Therefore, Reliant/CenterPoint is a unique retail rate offering
available to customers physically connected to the CenterPoint TDU. This rate is different than
a Reliant-AEP Texas North rate, Reliant-Sharyland rate or any other combination of the
six TDU’s that Reliant uses to delivery power to customers. Also, REPs can offer multiple rate
packages for different service, utilizing different rate structures, to commercial customers.
The REP’s retail rate can align with the pricing structure from the TDU, or utilize a structure
that deviates from the TDU rate structure.

As mentioned in Section 2, the TDU’s are subject to PUCT regulation and predominately
implement demand charge at 10 kW and greater. This PUCT policy is reflected in the rates set
by Reliant/CenterPoint and TXU/Oncor, as listed in Table 5-2.
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Commercial Classes

The criteria applied in the development of rate classes varies widely between utilities. For
commercial customers, rate classes are typically defined by customer size, as measured by the
customer’s peak demand. As described in Section 2 of this report, AE serves the majority of
its commercial secondary voltage customers with three rate classes defined by size of demand.
Class size delineations are set at less than 10 kW, 10 kW and greater but less than 50 kW, and
50 kW and greater. To ensure a valid comparison of rate structures, benchmark utility
customer class criteria were compared to AE’s criteria so that the rate structures examined
were applicable to AE customers receiving service under the S2 rate. The alignment of
benchmarked utilities’ commercial rate criteria with AE’s S2 class is shown in Table 5-2.
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Table 5-2
Applicable Rate Schedules By Customer Size

Customer Size

Customer Size

Customer Size

Utility 0-9.9 kW 10 KW - 49.9 kW >50 kW
Austin Ener Secondary Service Secondary Service Secondary Service
9y <10 kW (S1) 10 KW - 49.9 KW (S2) >50 kW (S3)
Bluebonnet Electric Basic <50kW Basic<50kW Large Power < 250 kW
Cooperative
CPS Energy General Service (PL)® General Service (PL)® General Service (PL)®

Fort Collins Utilities

Los Angeles Power
and Light

Pedernales Electric
Cooperative

Reliant/CenterPoint

Sacramento
Municipal Utility
District

TXU/Oncor

General Service <25 kW

Small General Service
<30kW

Small Power <75kW

Reliant Rockets Secure
Advantage 12 Plan
CenterPoint — TDU <10 kW

Small General Service
Non-Demand <20 kW

TXU Energy Business
Monthly Saver 36
Oncor - TDU <10 kW

General Service <25 kW
General Service 25 kW to less
than 50 kW

Small General Service <30 kW
Primary Service 30 kW or
greater

Small Power <75 kW

Reliant Rockets Secure
Advantage 12 Plan
CenterPoint — TDU >10 kW

Small General Service Non-
Demand <20 kW
Small General Service
Demand >20 kW but less the
299 kW

TXU Energy Business Monthly
Saver 36 Oncor — TDU -10 kW

General Service 50 kW to
less than 750 kW

Primary Service 30 kW or
greater

Small Power < 75 kW

Reliant Rockets Secure
Advantage 12 Plan
CenterPoint — TDU >10 kW

Small General Service
Demand >20 kW but less
the 299 kW

TXU Energy Business
Monthly Saver 36 Oncor —
TDU >10 kW

Notes:

(1)  CPS Energy simultaneously offers its commercial customers service under General Service (PL) and Large Light and Power (LLP). The
customer can pick the most appropriate tariff for their situation. For the purposes of this benchmarking review, we have compared AE’s
Secondary Service 10kW — 49.9 kW rate with CPS Energy's General Service (PL) rate.

For the purposes of the benchmarking analysis, rates in the green highlighted column of the
table above (10 kW to 49.9 kW) were studied.

Small Commercial Customer Class Designations

Across the industry, commercial customer class qualification criteria is associated with

customer metering capabilities, customer size and delivery voltage.

Before Advanced

Metering Infrastructure (AMI) meters, also known as “smart meters,” only larger commercial
customers were demand metered, as the cost of these meters was significant compared with
energy-only rate alternatives. Now, with AMI meters becoming more affordable, the cost and
capability of the meter is similar for all customers (e.g., residential, commercial, etc.), so it is
now more practical to measure demand for all customers. As a result of this technological
advancement, class designations such as “Commercial Non-Demand” and “Commercial
Demand” based on metering limitations, or meter cost, are becoming less relevant. However,
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these legacy class designations remain common in the industry. Beyond initial “non-demand”
and “demand” class descriptions, other class designations based on size (kW) vary greatly
among utilities. Additionally, common class designations are based on delivery service voltage
such as secondary, primary, and transmission. Delivery voltage is an important cost of service
differentiator in a rate study.

The following table summarizes class boundaries between small commercial customers for
each of the benchmarked utilities. Changes in shading reflect a change in rate structure or
class. Boundaries reflect the point where the rate or rate structure changes as customer size
changes.

Table 5-3
Small Commercial Customer Class Boundaries

Customer Demand

Minimum Demand (kW) 0 10 15 20 25 30 35 40 45 50
Maximum Demand (kW) 10 15 20 25 30 35 40 45 50 +
Utility

Austin Energy

Bluebonnet Electric Cooperative

CPS Energy

Fort Collins Utilities

Los Angeles Department of Power and Light
Perdenales Electric Cooperative
Reliant-CenterPoint

Sacramento Municipal District

TXU/Oncor

This small commercial rate comparison indicates that AE, Reliant/CenterPoint, and TXU/Oncor
have 10 kW boundaries. The Reliant/CenterPoint and TXU/Oncor boundaries are dictated by
PUCT class requirements for TDUs. Both Reliant and TXU pass through their TDU charges to
retail customers. Reliant modifies the CenterPoint TDU cost, but TXU passes through Oncor
TDU’s as incurred. Per PUCT requirements, TDU’s serve secondary service less than 10 kW
customers with a rate structure consisting of a customer and an energy charge. For customers
with demands greater than 10 kW, TDU’s rate structures include a customer, demand and
energy charge. Because of the change in rate structure, we conclude the REPs rate structures,
with TDU pass through provisions, change at 10 kW.

For non-REP utilities in the benchmarking survey, class boundaries vary from 20 kW to upwards
of 700 kW. Five (5) non-REP utilities have boundaries ranging from 20 kW to 75 kW. Two
non-REP utilities have very large boundaries at 200 kW to 750 kW. Utilities with large
variations in size within the class typically use demand charges to track costs and minimize
subsidization.

246



§E8iSn 5 42

Rate Structure Review

This section of the report provides a detailed comparison of each utility’s rate structure with
AE’s S2 class.

Bluebonnet Electric Cooperative

Bluebonnet Electric Cooperative (BEC) is a consumer owned distribution cooperative serving
customers bordering AE’s service territory. BEC is a wholesale customer of the Lower Colorado
River Authority (LCRA). The LCRA’s wholesale power costs are billed to BEC on an energy-only
basis; therefore, the majority of BEC's fixed costs are related to its distribution system.

The applicable BEC rate for the rate structure review is the Basic Rate. The Basic Rate is
available to all commercial and industrial customers and other consumers whose peak demand
is consistently less than 50kW per billing cycle. A summary of the Basic Rate compared to AE’s
S2 rate is shown in the following table.

Table 5-4
AE and BEC Rate Comparison
BEC’s Basic
AE’s Secondary Voltage BEC’s Basic <50kW
Rate Structure Comparison 10kW to 50kW (S2) <50kW (Adjusted)

Customer Charge ($/month) () 25.00 50.00 54.64
Electric Delivery ($/kW billed) 4.00 N/A N/A
Demand Charge ($/kW billed)

Summer 6.15 N/A N/A

Non-Summer 5.15 N/A N/A
Energy Charge (¢/kWh)

Summer 2.914 6.457 7.056

Non-Summer 2414 6.457 7.056
Pass-Throughs (¢/kWh)

Power Supply Adjustment 3.709 0.109 0.109

Customer Assistance Program 0.065 N/A N/A

Service Area Street Lighting 0.076 N/A N/A

Energy Efficiency Services 0.522 N/A N/A

Distribution Charge ®) N/A 3.684 4.026
Regulatory Charge

(¢/kWh) N/A N/A N/A

($/kW billed) 2.56 N/A N/A

Notes:
(1)  Assumed three-phase customer

BEC’s Basic rate does not include a demand charge.
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The adjusted BEC rate as shown in the above table reflects a prorata adjustment of the rate so
that the BEC rate applied to AE customers served under the S2 rate would generate an equal
amount of revenue. In other words, AE would be financially indifferent to either rate as both
rates generated the same amount of revenue (although the BEC rate would not necessarily

support the City of Austin’s goals and objectives). The analysis supporting this revenue neutral
calculation is shown in Exhibit 1 of this report.

Graphical comparisons of BEC's Basic Rate compared to AE’s S2 rate for customers with
monthly maximum demands of 15kW, 25kW, and 45kW are shown in the following graphs.

Load Curves by Current Rates and Alternative Rates, 15 kW
40,000
50.29
- Customers + 35,000
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2 | 20000 =
o =
£ :
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Figure 5-1. BEC Load Curves by Current Rates and Alternative Rates, 15 kW
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Load Curves by Current Rates and Alternative Rates, 25 kW
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Figure 5-2. BEC Load Curves by Current Rates and Alternate Rates, 25kW
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Figure 5-3. BEC Load Curves by Current Rates and Alternative Rates, 45 kW
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In all cases, BEC's rate is relatively flat over a range of monthly load factors. Essentially, under
the BEC rate structure all customers pay a similar average rate despite large differences in
electricity usage and efficiency. As a result, if AE were to adopt the BEC rate structure, high
load factor customer monthly bills would increase and low load factor customer bills would
decrease. This result is demonstrated in the following table, which shows comparative bills
for customers with 15 kW of demand.
Table 5-5
Adjusted BEC Rate Structure Compared to AE’s S2 Rate Structure, 15 kW
Billed Monthly Billed Number of  Number of
Demand Load Energy Bills for Bills (% of BEC Rate AE Rate Difference Difference
(kW) Factor (kWh) Demand Total) Structure Structure %) (%)
15 10% 1,095 7,523 8.4% $177.17 $281.78 ($104.61) -37.1%
15 20% 2,190 21,878 33.0% $299.71 $357.91 ($58.21) -15.5%
15 30% 3,285 22,457 58.2% $422.24 $434.05 ($11.80) -2.6%
15 40% 4,380 15,811 75.9% $544.78 $510.18 $34.60 6.5%
15 50% 5,475 10,229 87.4% $667.31 $586.31 $81.00 13.2%
15 60% 6,570 5,841 94.0% $789.85 $662.44 $127.41 18.3%
15 70% 7,665 2,622 96.9% $912.38 $738.57 $173.81 22.5%
15 80% 8,760 1,702 98.8% $1,034.92 $814.70 $220.22 25.8%
15 90% 9,855 786 99.7% $1,157.46 $890.84 $266.62 28.6%
15 100% 10,950 283 100.0% $1,279.99 $966.97 $313.02 30.9%

Approximately 58 percent of S2 customers would experience a rate decrease under the BEC
rate structure and 42 percent would experience a rate increase. The BEC rate structure does
a poor job of recognizing cost of service results, which indicates that high low factor customers
are less expensive to serve than low load factor customers. Therefore, high load factor
customers pay too much under this rate structure and subsidize lower load factor customers.

Additionally, with only a customer charge and energy rate, there is no mechanism to measure
or enforce power factor, so the cost of poor power factor is distributed among customers in
the class.

CPS Energy

Currently, CPS Energy (CPS) is one of the largest public power utilities in the country. CPS
Energy owns a diverse generation portfolio comprised of 43 percent natural gas, 28 percent
coal, 14 percent nuclear and 14 percent wind. In recent years, CPS has embraced an aggressive
strategy surrounding energy efficiency and conservation efforts, expanding renewable energy
resources and maintaining a strong commitment to the environment.

The applicable CPS rate for the benchmarking review is the General Service (PL) Rate. The PL
